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What am I bid?
CHOICE AND COMPETITION IN PUBLIC SERVICES

Public sector reform continues to be high on the political agenda – and choice and 
competition are seen as powerful tools to deliver greater quality.  Frontier has worked 
with the Audit Commission and a Strategic Health Authority to analyse the implications 
of introducing greater choice.  This bulletin explores the relationship between choice 
and competition, identifying the circumstances in which one or both may be expected 
to deliver substantial benefits. 

Frontier Economics

Like its predecessors, the current Labour Government has endeavoured to improve 
public sector performance.  It has focused on three aspects:

• increased devolution to local communities;

• more flexibility in service delivery; and

• greater customer choice. >
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It is the last – the promotion of greater choice – that has attracted most attention.  
Frontier has advised a variety of public sector organisations on its implications, and 
has helped them to identify the costs and benefits of introducing choice and the 
circumstances in which the latter are likely to outweigh the former.

WHY CHOICE?
Some choices were available in the public sector well before it became a central policy 
theme in the early 1990s.  For example,  school-leavers with the right qualifications 
have been able to apply to whatever university they like and in some areas, parents and 
patients have had a (limited) choice of schools and GP services.  However, there are 
substantial parts of the public sector where choice is not available, and a few where it 
has actually decreased. For example, in parts of the country, it is hard to find even one 
dentist taking on NHS patients.  

Nevertheless, there is common agreement between policy-makers that allowing greater 
choice in public services may deliver substantial benefits. As a result, the aim of 
recent Government policy has been to extend choice where possible, through a choice 
of product and/or a choice of provider. In particular, policy-makers consider that 
extending choice should: 

• give people greater ownership and control of their lives, and by doing so reduce 
 alienation and increase engagement in the community;

• provide more robust information (compared with surveys or “expert” views) on 
 what people want;

• increase efficiency in the matching of needs and services, improving equity and the 
 cost-effective use of resources;

• make public sector suppliers more responsive; and

• where providers have to compete, stimulate greater quality and efficiency.

It is possible to group these benefits into two types: those arising from allowing the 
users of public services to make individual choices and those arising from introducing 
competition between providers. However, achieving each type may at the same time 
increase the costs of public sector provision. Effective policy design should take into 
account the net effects. 

INDIVIDUAL DECISIONS
Under a traditional approach to public service provision, government (at either a 
national or local level) takes decisions about the service to be provided, and then 
provides this itself - relatively uniformly. Would-be patients are allocated to their 
nearest NHS hospital and placed on a waiting list.  Would-be public housing tenants 
are assessed for need and similarly wait-listed.  Typically, the only choice they have is 
whether to take the service on offer.

Choice-based approaches to provision aim to give individuals greater scope to match 
services to their personal preferences, leading to the benefits listed above. There are, 
however, also costs.  The most obvious is that since public providers cannot perfectly 
estimate the pattern of choice, extra capacity will usually be needed.

The degree of extra investment will, of course, vary. Sometimes choice can be satisfied 
by small changes in the service provided with a given stock of capital (e.g., adult 
education courses).  For other services, more significant investment may be needed 
(e.g., when delivering choice in public housing).  The source of extra investment can 
also vary: the private sector is increasingly used to supply marginal capacity in health. 
Less obvious, but important, short-term costs stemming from the introduction of 
choice include investment in IT, administration and staff training.
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CHOICE IN HEALTHCARE...
Alongside spending increases, the current Government has embarked on wide-ranging 
reforms to the operation of the NHS. These reforms have two central pillars:

¶ Patient choice.  Foundation hospitals are to be encouraged to compete with each 
 other, and pilot schemes have been developed offering those waiting over six months 
 for certain kinds of surgery an alternative choice of provider.

¶ Payment by results.  Hospitals are to be paid according to the number of 
 operations they perform, creating financial incentives to attract patients and to 
 increase productivity. 

...AND PUBLIC HOUSING
In 2003 the Office of the Deputy Prime Minister introduced a public housing pilot 
scheme known as Choice-Based Letting. While local authorities have some flexibility 
in how they implement the scheme, the key features are common:

¶ Individuals are assessed for housing need and, on that basis, allocated a certain 
 amount of “currency”, determining how much they can “bid” for a property.

¶ The various public housing properties available are advertised (usually online or in 
 a weekly/fortnightly magazine).

¶ Tenancies are granted to the highest “bidders”, and the results are published, 
 showing how many properties were let and at what level of “bids”. 

This scheme is judged to have increased the transparency of the letting process and 
introduced an element of choice, at least for those allocated the largest amounts of 
“currency”.

INCREASING COMPETITION
It is possible to introduce a degree of choice into public services without introducing 
competition. However, recent policy has also sought to provide customers with the 
ability to select between different providers, thus introducing a further degree of 
competition into public sector provision.  In analysing the benefits from this type of 
choice it becomes important to distinguish between the benefits that flow from choice, 
and those that flow from competition.  

Since the late 1980s, the public sector has sought to capture many of the efficiency 
gains from competition through contracting-out. This shows that competition can be 
introduced without increasing choice for the ultimate customer, just as it is possible 
to introduce some choice without introducing competition.  For example, refuse 
collection has been contracted-out by local authorities for decades, but consumers do 
not individually choose who will empty their dustbins. For many services, introducing 
competition “for the market” in this way may be the most efficient way of capturing its 
benefits.  However, for some services, policy-makers are seeking to introduce competition 
“in the market” – i.e., to provide a choice of suppliers to the ultimate consumer.

Full competition at the point of delivery can be expected to make public services more 
responsive to the consumer, leading to higher quality and innovation – as well as 
delivering the efficiency gains associated with competition. These gains will of course, 
depend on a public authority’s ability to ensure that competition is effective – i.e., that 
the market is not dominated by one or two providers.  Where services are essentially 
local, true competition in their supply may not be easy to achieve. 

Even where competition in the market is effective, its introduction will bring associated 
costs.  Firstly, it may lead to a loss of economies of scale.  Secondly, the regulatory and 
information regime that may be necessary to ensure effective competition may also 
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bring with it additional costs. For example, public authorities will still wish to set certain 
standards and will have to put in place arrangements to monitor performance against 
them.  Thirdly, where services remain free at the point of delivery, government will need 
to set controls limiting the amount that can be provided.  Fourthly, to facilitate real 
choice, public authorities must either provide customers with information about the 
competing providers or require the providers themselves to do so on a consistent basis.  
Costs such as these must not be underestimated.

A REAL CHOICE
The net benefits of introducing choice and competition in public sector provision are 
likely to vary according to the characteristics of the markets under consideration.  We 
believe that the following factors are needed to make choice in public sector provision 
work cost-effectively.

¶ Sufficient capacity. If a substantial proportion of consumers will be denied the 
 product they select, or find the selection results in gross overcrowding or congestion, 
 the introduction of “choice” may not be of overall benefit. 

¶ Information for consumers. If the choice is too complex (or the information too 
 difficult to weigh up) then it is unlikely to be welcome.  

¶ A sorting mechanism or quasi-market. There needs to be an efficient mechanism in 
 place to implement the choices consumers make fairly and effectively. 

¶ Sufficient resources. It is essential to have in place both the financial and human 
 resources to implement a choice-based approach to provision. 

¶ Co-operation between public bodies. If a local authority is not large enough to 
 implement a choice-based approach cost-effectively, it could combine with others. 

In addition, where competition is being introduced, the following factors are also 
important. 

¶ Sufficient providers. This will in turn depend on whether the market is large 
 enough, and whether both the barriers to entry from outside and the economies of 
 scale within are low enough.

¶ Information for providers. To encourage market entry, public authorities need to 
 ensure all potential providers get equal and clear information about the type and 
 level of service needed. 

¶ No protection for inefficiency. Competitive markets drive improved efficiencies by 
 rewarding good performers and punishing bad ones. It is therefore important that 
 no artificial protection is offered to inefficient suppliers.

CONCLUSION
Choice in public services can be introduced without competition, and competition 
without offering the ultimate customer a choice.  Bringing them together at the 
point of delivery can offer the prospect of greater quality, efficiency and sensitivity 
to the customer.  But there are costs associated with the introduction of choice or 
competition, and a firm understanding of the conditions necessary to their successful 
and cost-effective implementation is essential to good policy design.
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